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Summary: The Federal Reserve Board has revised its Regulation C which implements the Home Mortgage Disclo-
sure Act to incorporate recent Congressional amendments that extend the Act permanently and expand its cover-
age. The new regulation is generally effective on September 19, 1988. T-62a dated October 19, 1981 is rescinded

For Further Information Contact:

The FHLBank District in which you
are located, or the Compliance Pro-
grams Division of the Office of Reg-
ulatory Activities, Washington, DC.

Supplementary Information:

The Home Mortgage Disclosure Act
and the Federa! Reserve Board’s
Regulation C require financial insti-
tutions that have over $10 million in
assets, and have home or branch
offices in metropolitan statistical
areas (MSAs) or primary metropoli-
tan statistical areas (PMSAs), to dis-

close annually their originations and
purchases of home mortgage and
home improvement loans. In addi-
tion to the permanent extension of
the Act, Congress also expanded the
Act’s coverage to include savings
and loan service corporations and
mortgage banking subsidiaries of
bank and savings and loan holding
companies. The changes to the regu-
lation also include redrafted instruc-
tions to the reporting forms to fur-
ther simplify and clarify them.
Attached is the Federal Register notice
prepared by the Federal Reserve

Board setting, forth the amended

regulation.

The amended Regulation C gener-
ally becomes effective on September
19, 1988. Mortgage banking subsidi-
aries of bank and savings and loan
holding companies and savings and
loan service corporations will be
required to report data for calendar
year 1988 in March of 1989. Provi-
sions with respect to the reporting of
mobile and manufactured home
loans take effect on January 1, 1989.

— Darrel Dochow, Executive Director

Federal Home Loan Bank System
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Federal Home Loan Bank System
801 Seventeenth Street, N.W.
Washington, D.C. 20006

Office of (202) 785-5400
Regulatory Activities -

MEMORANDUM

TO: FHLBB Senior Management and Staff - Public Distribution
FROM: ORA PUBLICATION DEPARTMENT

DATE: September 20, 1988

Please disregard the attachment to Regulatory Bulletin TB-2 Home

Mortgage Disclosure and replace it with the attached copy. Due to
a copy error, pages were inadvertently deleted.

We apologize for any inconvenience this may have caused.



FEDERAL RESERVE SYSTEM
12 CFR Part 203
[{Regulation C; Docket No. R-0635]
HOME MORTGAGE DISCLOSURE
Revisions to Regulation C
AGENCY: Board of Governors of the Feder;l Reserve System.
ACTION: Final rule.

SUMMARY: The Board has adopted a revised Regulation C (Home
Mortgage Disclosure). The revised regulation incorporates recent
amendments to the Home Mortgage Disclosure Act that were con-
tained in the Housing and Community Development Act of 1987.
These statutory amendments permanently extend the act and expand
its coverage to include mortgage banking subsidiaries of bank and
savings and loan holding companies, and savings and loan service
corporations that originate or purchase mortgage loans. Other
revisions stem from a review made in accordance with the Board’s
Regulatory Improvement Program.

The HMDA-1 form, which is used by banks, thrifts, and
other depository institutions for reporting loan data, remains
essentially unchanged. The Board has adopted a separate form
HMDA-2 for use by mortgage banking subsidiaries of holding
companies and newly covered service corporations, because these
institutions are required to exclude FHA loans from their
reports.

EFFECTIVE DATES: September 19, 1988, except that the provisions
in sections 203.2(f) and (g) related to the reporting of mobile
and manufactured home loans will take effect on January 1, 1989.
Mortgage banking subsidiaries of bank and savings and loan
holding companies and savings and loan service corporations will
be required to report data for calendar year 1988 in March of

1989.

FOR FURTHER INFORMATION CONTACT: John C. Wood, Senior Attorney,
or Thomas J. Noto or Linda Vespereny, Staff Attorneys, Division
of Consumer and Community Affairs, Board of Governors of the
Federal Reserve System, Washington, DC 20551, at 202-452-2412 or
202-452-3667; for the hearing impaired only, contact Earnestine
Hill or Dorothea Thompson, Telecommunications Device for the
Deaf, at 202-452-3544.

SUPPLEMENTARY INFORMATION: (1) Background. The Board’s Regula-
tion C (12 CFR Part 203) implements the Home Mortgage Dis¢losure
Act of 1975 (HMDA) (12 U.S.C. § 2801 et seg.). It requires
depository institutions that have over $10 million in assets, and
have offices in metropolitan statistical areas (MSAs) or primary



metropolitan statistical areas (PMSAs), to disclose annually
their originations and purchases of mortgage and home improvement
loans. Data must be itemized by census tract (or by county, in
some instances) and also by type of loan. A statement covering
the data on a calendar year basis must be made available to the
public and reported to the institution’s federal supervisory

agency by March 31 following the calendar year for which the data
are compiled.

When originally passed in 1975, HMDA contained a "sunset"”
provision under which the act was to expire in 1980. A number of
temporary extensions were enacted and, in the Housing and Commu-
nity Development Act of 1987 (Pub. L. 100-242, § 565, 101 Stat.
1815, 1945), the Congress permanently extended HMDA by striking
the sunset provision from the act. The statutory amendments were
signed into law on February 5, 1988. 1In addition to the perma-
nent extension, these amendments expanded the coverage of HMDA to
include mortgage banking subsidiaries of bank holding companies
and savings and loan holding companies, as well as savings and
loan service corporations.

On May 13, 1988, the Board published for public comment an
amended Regulation C to implement these and other changes (53 FR
17061). With some changes that are identified in the sections
that follow, the Board is now adopting the revised regulation in
final form.

(2) Regulatory review. The Board’s Regulatory Improvement
Program calls for periodic review of each of the Board's regula-
tions to determine whether the regulation can be simplified. The
Board conducted such a review of Regulation C and made a number
of changes. The text of the regulation was revised to improve
its clarity. Obsolete provisions were deleted, footnotes elimi-
nated, and a detailed appendix regarding state exemptions re-
placed by a brief reference in the regulation. In addition, the
instructions to the reporting forms were significantly reworked
and should be easier to follow.

(3) Availability of aggregated data. As required by the
Home Mortgage Disclosure Act, the Federal Financial Institutioms
Examination Council (with support from the Federal Reserve Board
and the other financial regulators) aggregates loan data received
from all reporting institutions in each MSA. The Examination
Council also produces tables for each MSA showing lending pat-
terns according to demographic characteristics such as income
level and age of housing stock. These tables, together with data
on the individual institutions, are sent to central data deposi-
tories in each MSA. The act specifies that the aggregated data
and related tables shall be available no later than December 31
following the calendar year to which they relate. Typically, the



Examination Council has released these reports by late November
or early December.

The conference report accompanying the HMDA amendments
indicates Congressional interest in having the HMDA data avail-
able at the central data depositories earlier than is now the
case. Member agencies of the Examination Council are implement-
ing changes to data processing procedures in order to facilitate
the earlier availability of the data. The Board believes that
the revision of Regulation C, together with the expanded instruc-
tions for reporting, will serve this purpose by enhancing
compliance and by reducing errors that require editing following
data submission.

Several commenters on the proposal suggested ways in which
the aggregation and presentation of aggregated data might be
improved. Since the aggregation process is not governed by
Regulation C, these suggestions will be brought to the attention
of the Examination Council.

(4) Section-by-section summary. The changes made to each
section of the revised regulation are discussed below.

Section 203.1 -- Authority, purpose, and scope

A reference has been added in section 203.1(a) to reflect
the approval of information collection requirements under the
Paperwork Reduction Act. A reference to HMDA has beecn added to
the purpose statement in section 203.1(b). Now that the term
"depository institution” is no longer used in the regulation
(eliminating the possibility of confusion), the term "deposito-
ries" has replaced the term "repositories” in section 203.1(d4d),
referring to the facilities where data is available in each MSA.

Section 203.2 -- Definitions

Section 203.2 contains definitions of terms used in the
regulation, and has been revised as follows.

Act. The definition of "act" in section 203.2(a) has been
updated.

Branch office. What qualifies as a branch office has
several consequences for an institution. First, institutions
that do not have a home or branch office in an MSA or PMSA are
exempt from HMDA. Second, HMDA data must be itemized by census
tract for loans on property located in any MSA or PMSA in which
the institution has a home or branch office. For loans on
property located in other MSAs or PMSAs (or not located in an MSA
or PMSA at all), the data are reported as an aggregate sum
without geographic itemization. Third, the data must be made



available to the public at one branch office (or home office) in
each MSA or PMSA where the institution has home or branch
offices. Finally, the institution must post notices in all
branch offices located in MSAs or PMSAs to inform the public of
the availability of the HMDA data.

The revised definition set forth in section 203.2(b) takes
account of the difference between the branch office structure of
the newly covered mortgage banking firms and that of depository
institutions such as banks and thrift institutions. While
. depository institutions must obtain approval from federal or
state regulatory agencies to establish branch offices, mortgage
banking firms generally are not required to obtain such approval.

Accordingly, the definition of branch office differs for
the two classes of institutions. The definition in revised
section 203.2(b)(1)(i) applies to banks, thrifts, and other
depository institutions; it is the same as in the current regula-
tion and is based on the approval process.

For other covered institutions, the Board defines "branch
office” in section 203.2(b)(1)(ii) as an office of the institu-
tion that takes applications from the public for home purchase or
home improvement loans. In response to comments, the words "of
the institution” were added to make clear that branch offices
include only facilities of the institution itself, not offices of
affiliates or other third parties. This branch office definition
will apply to mortgage banking subsidiaries of holding companies
.and saving and loan service corporations (except for those that
are majority owned by a single thrift institution).

The definition of the term "financial institution"” in the
May proposal would have resulted in the application of the new
branch coffice definition to majority-owned subsidiaries of
depository institutions. As discussed below, the final rule does
not incorporate that change. Accordingly, majority-owned subsid-
iaries of depository institutions (including majority-owned
service corporations) will continue to be governed by the current
rule, which focuses on the branch locations of the parent insti-

tution.

Federally related mortgage loan. Banks and other deposi-
tory institutions are subject to HMDA only if they make
"federally related mortgage loans.” The definition of that term,
currently in footnote 1, has been restated more concisely and
incorporated in the text of the regulation as section 203.2(d).

Financial institution. Section 203.2(e) defines the
institutions covered by the regulation; the term "financial
institution” replaces the term "depository institution.” This
change is designed to avoid the confusion that might arise from




the fact that, in ordinary usage, the term depository institution
signifies institutions such as banks and thrifts, not mortgage
banking firms and other institutions that do not take deposits.
The new definition encompasses both the traditional depository
institutions and the new class of covered institutions: savings
and loan service corporations and mortgage banking subsidiaries
of bank holding companies and savings and loan holding companies.

As noted above, depository institutions are subject to
HMDA only if they make federally related mortgage loans. The
statutory amendments do not condition coverage of the newly
covered institutions on the making of federally related mortgage
loans. The regulatory definition of "financial institution”
parallels the statute.

A number of commenters asked the Board to clarify the term
"mortgage banking subsidiary." Many expressed concern that,
without further elaboration, the term might be construed to cover
consumer finance subsidiaries of holding companies. The Board
believes that the use of the qualifying term "mortgage banking”
in the statutory amendments suggests that the Congress did not
intend to expand coverage to institutions that make only a
limited number of mortgage loans. Section 203.2(e)(1l)(ii) of the
final regulation defines a mortgage banking subsidiary as an
institution that makes home purchase loans in an amount greater
than 10% of its total loan volume, measured in dollars. This
cutoff is intended to ensure that any holding company subsidiary
whose line of business is other than mortgage banking, but that
makes a small number of home purchase loans, will not be required

to report.

The May proposal treated majority-owned subsidiaries of
depository institutions as financial institutions in their own
right. Consequently, these institutions would have been consid-
ered to have branch offices in any MSA where they have offices
for taking loan applications from the public. A number of
commenters opposed this requirement because of the significant
increase in the reporting burden for subsidiaries that have
offices in MSAs other than the MSAs in which the parent institu-
tion has branches. Moreover, a regulatory agency expressed
concefn that some of the data presently reported by these subsid-
iaries would no longer be reported in itemized form. Upon
further analysis, the Board has decided to retain the current
rule which treats majority-owned subsidiaries as part of the
parent institution.

A parallel issue arises regarding the treatment of savings
and loan service corporations. Although the statutory amendments
brought savings and loan service corporations specifically within
the coverage of HMDA, service corporations that are majority-
owned subsidiaries of thrift institutions already were covered by



Regulation C. Because of the statute’s specific reference to
service corporations, however, the Board considered whether a
majority-owned savings and loan service corporation should
continue to be treated as the subsidiary of its parent institu-
tion or characterized as a "savings and loan service corporation”

under the new definition in the regulation.

I1f treated as a majority-owned subsidiary, the service
corporation would continue to report, as it does now, on a
consolidated basis with its parent; its data would be itemized
for MSAs where its parent has offices, and would include FHA
lending. If the institution were treated as a "savings and loan
service corporation,"” however, significantly different rules
would apply. The institution wculd itemize data only for MSAs
where it has offices for taking loan applications, rather than
where its parent has branch offices, and it would be required to
exclude FHA loans from its reports.

The Board believes that the intent of the Congress in
enacting the statutory amendments was to extend HMDA coverage to
institutions that are not already covered. Until now, only those
service corporations that are majority-owned subsidiaries of
thrifts have been reporting (in conjunction with their parent).
‘Other service corporations were not subject to the regulation
(for example, a corporation established by multiple thrifts, none
holding a majority interest). The Board believes that the
amendments were intended to apply to these latter institutions.
Accordingly, under sections 203.2(e)(1)(iii) and (e)(2) in the
revised definition of "financial institution,"” majority-owned
savings and loan service corporations are deemed to be part of
their parent institution.

The Board also had proposed to amend the definition of
financial institution to cover industrial banks, which in recent
years have taken on many of the characteristics of commercial and
savings banks. Based on the comments and further analysis, the
Board has decided not to include industrial banks within the
definition of financial institution. °

Home improvement and home purchase loans. R The definitions
of "home improvement loan" and "home purchase loan" are set forth

in sections 203.2(f) and (g).

The definition of "home improvement loan," though revised
for clarity, is substantively unchanged. The revised definition
omits the reference to refinancings found in the current regula-
tion because home improvement loans are generally not refinanced.
The provision (footnotes 2 and 3 in the current regulation)
permitting any first-lien loan to be reported as a home purchase
loan now appears in the instructions rather than the regulatory ‘
text.




The definition of home purchase loan currently is limited
to loans for the purchase of "residential real property."” 1In
contrast, a home improvement loan is defined in terms of "resi-
dential dwelling," and may include residential structures such as
mobile homes that are not classified as real property in some
states. In publishing the proposed regulation, the Board
requested comment on whether dwelling units such as mobile or
manufactured homes should specifically be covered under the home
improvement or the home purchase loan definition, or both.

Although some commenters preferred that they be excluded,
a majority believed that it was appropriate for loans on such
property to be disclosed, given that they are an important source
of housing in some areas. Accordingly, the definitions of home
purchase and home improvement loans specifically include mobile
and manufactured homes, whether or not these dwellings are
considered real property under state law. This provision becomes
effective on January 1, 1989, and therefore will not require a
change in the reporting of loan data for 1988.

Several commenters requested that the disclosure require-
ments for home equity lines be clarified. The instructions to
the reporting forms, contained in Appendix A, specify that the
data for home improvement loans may include that portion of a
home equity line of credit which the borrower indicates, when the
line is established, will be used for home improvement purposes.

Commenters also requested clarification on the treatment
of assumptions. The Board believes that if an institution :
expressly agrees in writing with a new party to accept that party
as the obligor on an existing home purchase loan, the transaction
should be treated as a new home purchase loan. But if a new
party takes over an existing obligation without a written agree-
ment, the loan is not reportable under HMDA.

Section 203.3 -- Exempt institutions

Section 203.3 excludes from ‘the coverage of the regulation
small institutions, institutions without offices in MSAs, and
institutions that are subject to a similar state law and have
been granted an exemption from the federal law.

The provisions of this section have been reorganized and
the language clarified; the substantive rules remain unchanged.
Material relating to state law exemptions has been grouped
together in section 203.3(b). A new section 203.3(b)(2) has been
added to indicate that a state or a financial institution may
apply to the Board for an exemption from the regulation based on
the existence of a similar state disclosure law. This reference
replaces the detailed discussion in current Appendix B (which the



Board has deleted) about the filing of applications for state
exemptions.

The Board has received questions about how data should be
reported in cases where a merger of two or more financial insti-
tutions occurs. In some cases, the merger of two institutions
that previously were both exempt, because of their asset size,
may produce a successor institution whose assets exceed the $10
million cutoff. In other cases, a covered institution may merge
with one that was previously exempt because of asset size or
location outside an MSA.

"In the case of two exempt institutions, the successor
institution that becomes subject to HMDA will be required to
disclose loan data for the calendar year following the year in
which the merger took place.

If two institutions merge and only one of them was previ-
ously covered, the successor institution is required to report
loan data, for the covered institution, for the calendar year in
which the merger took place. That report may, but need not, also
include loan data for the previously exempt institution. Begin-
ning with the following calendar year, the institution will file
a consolidated report that includes all loan data.

A similar reporting question arises when the institutions
that merge are both covered institutions. If two covered insti-
tutions merge, the successor institution may file a consolidated
report for the calendar year in which they merge, but has the
option of filing separate reports for that year. Beginning with
the following calendar year, the institution will file a consoli-
dated report that includes all loan data.

Section 203.4 -- Compilation of loan data

Section 203.4 sets forth the requirements for itemization
of loan data by census tract or county and by type of loan, and
is the basis for the detailed instructions that accompany the
reporting forms contained in the revised Appendix A. Substantive
changes are noted below. Revised section 203.4(a) incorporates
material from current sections 203.4(a) and (b). Section
203.4(b) has been restructured for readability, and also incorpo-
rates the rules on MSAs and census tracts presently found in

section 303.4(d).

With regard to census tracts, the revised regulation
refers to "the most recent census tract series” issued by the
Census Bureau. The most recent series is currently the 1980
series. Use of the 1980 series is necessary because 1980 census
data is used by the Federal Financial Institutions Examination ‘




Council in preparing tables illustrating lending patterns in each
MSA.

Section 203.4(c) lists types of loans to be excluded from
the disclosures. The six listed in paragraph (c)(1) apply both
to depository institutions and to the newly covered institutions.
The exclusions for loans made in a fiduciary capacity, loans on
unimproved land, and certain refinancings are drawn from current
section 203.4(c). The final rule specifies that a refinancing
between the original parties should not be reported if the only
increase in the principal results from closing costs or unpaid
finance charges that are being financed.

Two of the remaining three exclusions (temporary financing
and the purchase of an interest in a pool of loans) were moved
into revised section 203.4 from the definition of "home purchase
loan” in current section 203.2(f).

The sixth exclusion relates to loan servicing rights. The
purchase of servicing rights in secondary market transactions is
a practice common among mortgage bankers. When loans are sold,
for example, the buyer may issue securities backed by a pool of
loans that it has acquired. The right to service the loans,
however, may be retained by the seller/originator of the mort-
gages. These servicing rights may later be transferred from one
institution to another for a purchase price that is usually a
small percentage (such as 1 or 2 percent) of the value of the
underlying loans.

The act and regulation require institutions to report data
on mortgage loans that they purchase. The Board believes that a
covered institution’s purchase of these servicing rights does not
accurately reflect the extent to which an institution has made
mortgage credit available in a community. Accordingly, the
regulation excludes from the reporting requirement the purchase
solely of servicing rights to mortgage loans.

Section 203.4(c)(2) applies only to mortgage banking
subsidiaries and savings and loan service corporations that are
not majority-owned. It excludes from the reporting requirement
loans that are insured under Title I or II of the National
Housing Act (that is, FHA-insured home improvement and home
purchase loans), implementing new section 304(g) of HMDA, which
expressly provides for their exclusion. (Under section 311 of
HMDA, data on FHA-insured loans made by these types of lenders
are to pe collected by the U.S. Department of Housing and Urban
. Development.) As discussed under Appendix A, the Board has
provided an optional form HMDA-2A that may be used by these
institutions to disclose their FHA lending activity.
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Section 203.5 -- Disclosure and reporting

Section 203.5 relates to making loan data available at
offices of an institution and reporting the data to supervisory
agencies. As under the current provisions, disclosure statements
for a given calendar year are due by the following March 31.

This section also requires institutions to post notices
regarding the availability of HMDA data. Posters that may be
used to meet the notice requirement are available from federal
supervisory agencies. The revised section clarifies that an
institution may, in its notice, give the location where disclo-
sure statements are available.

Section 203.6 -- Eaforcement

Section 203.6 sets forth rules relating to administrative
enforcement and bona fide errors. The language and structure of
this section have been revised to clarify its provisions.

Appendix A -- Forms and instructions

Appendix A of the current regulation, which lists super-
visory agencies, is designated Appendix B in the revised regula-
tion; and the current Appendix C, containing the mortgage
disclosure forms, is now Appendix A.

The revised Appendix A contains two reporting forms and
accompanying instructions, plus an optional form. Institutions
must use the prescribed format of the HMDA-1 or HMDA-2 form, as
appropriate, but are not required to use the form itself. An
institution may, for example, choose to produce a computer
printout of its disclosure statement instead.

The HMDA-1 reporting form continues to be the prescribed
form for use by commercial banks, savings banks, savings and loan
associations, building and loan associations, homestead associa-
tions (including cooperative banks), and credit unions. The
instructions for completing the form have been expanded signifi-
cantly to facilitate compliance; the form itself is unchanged
except for minor revisions. Column headings have been changed to
read "total dollar amount" instead of "principal amount,"” but the
data to be reported in these columns remain the same. Accord-
ingly, institutions will not have to make changes in their data
processing procedures for compiling the data. A signature line
has been added, calling for an officer of the reporting institu-
tion to certify to the accuracy of the report.

A new form HMDA-2 and accompanying instructions have been
added for use by savings and loan service corporations and




{9) &Irective dares. MorLgage panking supsiuliaries oL
holding companies, and savings and loan service corporations that
are not majority-owned by any one thrift institution, will be
required to report data on loan originations and purchases for
calendar year 1988. Their first report will be due on March 31,
1989. A number of commenters asked that these institutions not
be required to report data for 1988. However, because the
statutory amendments specify the effective date for coverage, the
Board ig unable to delay the reporting requirements.

Changes related to reporting of mobile and manufactured
home loans, whether or not these dwellings are characterized as
realty under state law, will take effect on January 1, 1989 (to
be reported on statements filed in March of 1990).




















































































